Formal Indonesian lenders see small firms in particular as the main opportunity for expanding their financial services business. How does this translate into the experience of a small firm owner who applies for a loan? This question is addressed by 52 "mystery shopping" visits to 26 lenders in the Jakarta region. Three areas are investigated: service quality, competition and cross selling. The results show that service quality has significant room for improvement. While there is considerable scope for competition among lenders, with substantial variation across banks in terms of products offered and loan requirements, there is very little variation within a bank branch, i.e., most banks offered just one product to the customer. Very little cross-selling is done, indicating a real opportunity for improvements in service. Overall, the lack of proactive service by lenders places the burden of identifying superior financial products squarely with small firms.
Introduction
The informed view in Indonesia is that commercial banks need to expand lending to small firms and use this as a bridge to selling other banking services. The large-firm credit market is highly competitive with thin margins. Medium firms' credit needs are also comparatively well-met, banks having expanded some years ago into this market. To grow lending volumes, a principal market is small firms (e.g., International Finance Corporation 2007). (Note 1) Major banks and non bank financial institutions (NBFIs) are moving in this direction.
In a recent survey undertaken as part of the project that produced the data reported here, lenders stated that they were undertaking a series of initiatives to expand their business with small and medium firms. The list of actions cited is impressive. In part this can be explained by the emphasis that the Indonesian government has placed on expanding credit availability to SMEs (Godau et al. (2004) , chapter 3); but it also part of lenders' own strategies. A critical question is the extent to which this emphasis has filtered down to front line bank officers in terms of the service they provide to small firm clients. This article reports the results of 'mystery shopping' for a loan at these lenders by a person posing as the owner of a small firm. services were: a savings or deposit account (rated most helpful by 30 percent of respondents), an ATM card (24 percent), sending and receiving transfers (21 percent), and business loans (12 percent). The priority of non credit services is striking. Cross selling products has clear potential.
Mystery shopping is the process of someone posing as a client to learn how clients are being treated by the staff of the firm being investigated. The technique is commonly used by retail firms, including banks, to monitor the quality of their services. Mystery shopping has been employed in two quite different forms in retail banking. One has been the straightforward use of mystery shoppers to measure the quality of services provided to customers seeking different banking service types (Roberts and Campbell (2006) and Schrader (2006) ). The other compares differences in treatment. It employs paired shoppers of different races or other characteristics to determine if commercial banks discriminate against some types of customers. For example, a black person inquires about a loan and receives information, and then a white person with the same profile and behavior does the same. After the interview, each independently completes a form detailing what he was told and how he was treated. The information on the two forms is compared to determine differences in treatment. Many paired tests can provide reliable evidence of discrimination. (An example of paired tests measuring discrimination in mortgage lending is Turner et al. (2002) .)
The objective of the mystery shopping conducted for this study was to gather information in three areas on Indonesian lenders' branches:
1. The quality of service provided by loan officers and other staff at commercial bank branches 2. The relative competitiveness of banks in offering loan products to a particular type of borrower for the same purpose, and 3. The extent to which the loan officer or other staff meeting with the client tried to cross-sell other products to the client.
Tests were conducted at 26 financial institutions including 20 commercial banks, 2 cooperatives, 2 rural banks (BPRs), and 2 multi-finance companies. (An overview of the Indonesian financial market is presented in International Finance Corporation (2006).) One test was conducted at each of two branches for each included institution, for a total of 52 tests. Two tests were done for each bank to provide a more reliable service profile. The shopper visited the selected branch offices without an appointment to discuss his loan, i.e., he was a "walk-in" applicant. This is common practice in Indonesia.
To our knowledge this is the first study of the treatment of an SME borrower by staff at a substantial sample of formal lenders in one country.
The balance of this article consists of four sections. The next describes the mystery shopper's firm and the loan the firm was seeking at each bank. Section 3 outlines how the three service dimension listed above were operationalized. Section 4 presents the results and the final section offers conclusions.
Firm and Loan Profile
One scenario was developed and one shopper performed all bank visits. In running tests on comparable banks, it is critically important to minimize the sources of variation in interview outcomes so that one is confident that the differences among banks are attributable strictly to the loan or other officer with whom the shopper met and the bank's policies, and not to a combination of loan officer differences, the particulars of the loan requested, the firm inquiring about the loan and how the shopper presents himself. While strong training can minimize the differences arising from interviewer variance, use of a single interviewer has the clear advantage of consistency.
The 'Firm's' Profile
The scenario is of a small laundry with a dozen employees whose owner is seeking a loan to expand its operations by acquiring an additional washing machine, dryer, and delivery vehicle. A laundry was selected because they are ubiquitous in urban Indonesia.
The firm is classified as "small" using current Bureau of Statistics definitions, i.e., in the year preceding the loan inquiry, the firm's turnover was just over INR 300 million. (The exchange rate in summer 2009 was about INR10,000 = 1 USD.) The profile developed includes financial statements, staff listing, its banking relations, a list of licenses and documents possessed by the firm, and other information. This detailed information was not provided or even shown to the loan officer during the interview, but it formed a deep basis for the shopper to draw upon in responding to loan officer questions. Because this was an initial inquiry about a loan, detailed information would not be essential and was not provided.
The cost of the equipment to enlarge operations was estimated at INR 92 million and 80 percent of this amount (just under INR 60 million) was requested as a loan. The expansion cost and loan amount were tailored to the laundry's financial profile so that it would qualify for a loan following standard lending practices. This was done to increase the likelihood that a full interview would be completed.
The team member who prepared the scenario and did the interviews has his own small enterprises. He has taken out loans for a micro business and for his personal car and home purchases. There was extensive training on the need for consistency across interviews and in completing the post-interview form.
Reporting Form
A form was developed to capture the information provided by the loan officer and others with whom the shopper dealt; the location where the interview was held, particularly if it was a private space; which information was volunteered and which had to be requested; the details of the various loan products offered and which, if any, was recommended; whether there was any follow-up by the loan officer following the interview; and, the extent to which the shopper was offered additional products and services. This form was completed immediately after the interview in a private place away from the bank.
Measuring Service Quality
As noted, the 'mystery shopping' tests were organized to learn about lender branch staff behavior in three areas: the quality of services provided, the competitiveness of the bank's loan offer, and the extent of cross-selling that occurred. This section discusses how behavior in these three areas was measured.
Service quality
A widespread approach to measuring service quality in a retail environment is SERVQUAL. (The original development of the procedure was by Parasuraman, Zeithaml, and Berry (1988) ; an overview discussion of the validity of the technique is in Newman (2001) .) It has the five dimensions listed below and there is a set of indicators defined for each dimension.
1. Assurance -knowledge and courtesy of employees and their ability to convey trust and confidence.
2. Tangibles -appearance of physical facilities, equipment, personnel and communications materials.
3. Empathy -level of caring, individual attention provided to customers.
4. Responsiveness -willingness to help customers and provide prompt service.
5. Reliability -ability to perform the promised service dependably and accurately. This structure has been used successfully in analyses of retail banking operations in industrial and developing countries as well as retail trade and services providers (Newman and Cowling (1996), Newman (2001) and Marshall and Smith (1999) .) See Angur et al. (1999) for an application in India.
We use the SERVQUAL paradigm as a general structure for conceptually organizing the mystery shopping study. That is, because these dimensions have been demonstrated to be important in measuring client satisfaction, we used them as a check list of topics to cover in developing the scenario that the shopper followed during the interviews and in defining the content of the post-interview report he completed. We did not include the reliability dimension because there was no opportunity to observe actual behavior. (Note 2) Variables were created from the information on the post-interview recording form to measure the experience in each of the four SERVQUAL areas shown in Table 1 : assurance, tangibles, empathy, and responsiveness. Except where indicated to the contrary, all variables take the value of 1 if the condition is met, e.g., the shopper met with a loan officer or equivalent (the first variable under assurance) and is zero otherwise. Values of 1 indicate better performance than zeros.
The variables under assurance concern whether the appropriate type of bank staff met with the loan client and how knowledgeable the person appeared to be.
Tangibles focus on meeting in an appropriate space (one that was sufficiently private that others would not hear the client's business details) and the kinds of materials that were given the client without the client having to ask for them. It also includes the number of loan officer counters present in the branch, which is related to but somewhat different from the information captured in waiting time (included under empathy).
The central empathy indicators address how friendly the loan officer or other bank official was in dealing with the client as indicated by an array of indicators, e.g., the time the client had to wait, the amount of time the officer spent with the client, and whether a business card or other document containing contact information was given the client.
Several indicators of responsiveness are designed to measure how interested the bank officer was in this applicant-did he ask the essential questions or did the client have to keep feeding the officer information to advance the discussion? Also, did the officer ask the client to complete an application and/or offer to help him fill it in?
Competition
These indicators, employed in Table 2 , concern how competitive the bank officer was in trying to get the client's business. "Competitive" here means how accommodating the loan terms were broadly defined, i.e., how many documents would have to be provided and how many different products were discussed. The first two sets of variables measure (a) whether the client was simply told that he would not qualify for a loan and (b) the various loan requirements that were discussed. The rest of the indicators measure specific attributes of the loan products offered. Because the same client requested the same loan in all cases, these results should provide excellent indicators of the possibilities for borrowers to improve loan terms by shopping around.
Cross Selling
Expanding business relations with small and medium sized firms beyond loans and lines of credit transactions, savings, and insurance products is extremely important for financial institutions to maximize the profitability of business with firms. The form completed by shopper after the interview prompted him to report on cross-selling for the seven different product types. The form differentiated between two intensity levels for cross-selling: "talked about it" and "Really tried to interest you in it." The two sets of variables in the panel repeat the differentiation.
Findings
The findings presentation follows the same three-part topic structure as the previous discussion. It is worth noting that because this is the first study of its type we do not have benchmarks from other studies to use to comparison. Instead, our interpretation of the mystery shopper experience relies primarily on expectations formed through discussions with knowledgeable Indonesians and informed views about good business practices.
Service quality
The basics are displayed in Table 1 . The first column shows the mean values for all indicators with 0 or 1 scores and the percentage distributions for continuous measures. Recall that "1" always indicates better service. These are computed with the sample of 52 tests. In principle, the values for the 0/1 indicators should be very near 1.00, i.e., good service should be essentially universal. The last two columns give the number of lenders with strong and poor service. Strong service means that both branches displayed the more desired service level and poor service indicates that both branches provided services at the lower standard.
The figures on 'assurance' in the first table panel show moderately high scores. Somewhat surprisingly, the client/tester met a specialized SME loan officer only 40 percent of the time. Further, only 75 percent of the loan officers impressed the tester as having a strong knowledge of the loan products he was discussing. The low share of tests involving dealing with an SME expert suggests an opportune area for increased competitiveness in branch services provided; the apparent lack of knowledge on loan products is troubling and may point to deficiencies in training programs.
There are some issues in terms of the 'tangibles' measured (second table panel).
 In 12 percent of cases the tester did not meet in a private space with the bank officer-thereby requiring the tester to discuss the specifics of his business where the conversation could be monitored by others. This could easily discourage a borrower from returning to apply for the loan.
 In a similar share of cases the bank officer did not offer the tester a loan brochure without being prompted. This is surprising since it is a cheap and easy service to perform.
 Only 13 percent of bank officers provided a copy of the loan application without the tester asking for it. This is hard to understand since a client having specific knowledge of the information required in the application would permit him to return more ready to make his application and the process would be much more efficient for both the bank and the borrower.
The branches visited by the tester differ sharply in the number of loan counters present. Of course, these figures must be interpreted in light of the volume of customers seeking loan services at a branch. One branch had none, and the officer met the client at a desk as the alternative. Twenty-five percent have only one counter, suggesting that waiting can be a problem for clients or that there are not many clients. Another quarter of branches have four or more, indicating stronger service, holding other factors constant. (See further discussion below.)
The information on waiting time and on time spent with the bank officer yields more favorable results. In half the branches the time waiting to see a bank officer on a "walk in" basis was 5 minutes or less. In only 17 percent of the cases did the tester wait over 10 minutes. These figures indicate that the small number of loan counters in many branches may not be a serious problem. Note, however, we have not controlled for the time of day when the tester visited the branch. (Note 3) Like the 'tangibles' section, the 'empathy' section indicates room for improvement. While essentially all bank staff welcomed the tester in a reasonable way, only about 80 percent provided a business card or contact information in another form without being asked -an action that we believe should be performed 100 percent of the time. Absence of this contact information clearly makes it harder for the client to continue a discussion with the same bank officer. Moreover, only about 70 percent of officers were rated as being really friendly. Finally, in a real service breakdown, essentially no one offered to help the tester complete the loan application if he needed help when applying. The tester always spent a reasonable amount of time with the bank officer-a minimum of 18 minutes and in a few cases more than 45 minutes. The majority spent a half hour or more discussing the possible loan. But the variance in time spent is large, and a borrower doing comparative shopping might feel rushed with an interview lasting under 20 minutes considering interviews typically lasted much longer. Further issues appear when we consider the indicators in the 'responsiveness' block. Remarkably, only about 80 percent of bank officers asked about the amount of the loan being sought and the purpose of the loan. A mere 20 percent asked basic questions about the applicant's firm. In only one case did the bank officer show initiative in asking the tester to complete the application, i.e., to move ahead with the transaction; and in no case did the bank officer try to arrange for a follow-up contact. That said, two-thirds of bank officers did convey a genuine interest in making the loan, as perceived by the shopper. Also, about 75 percent strongly recommended a specific product while 10 percent steered the tester away from a product. Overall, the findings paint a mixed picture, but it appears that a significant share of officers just go through the motions when meeting with clients from small enterprises. We can examine the quality of service from a bank's perspective by asking in how many cases both branches scored well on these service items. Data in the last two table columns show the number of lenders out of 26 with strong or poor service ratings. There are a number of areas of strength, where at least a simple majority of banks offered strong service. For the 'assurance' indicators, for example, performance is generally moderately strong with over 15 banks showing strong service for 3 of 4 indicators. Other strong areas include meeting with the bank officer in a private space (21 banks), the tester receiving brochures (18) and the bank officer's business card (19) without asking, the bank officer requesting the purpose (14) and the amount (19) of the loan sought, the officer strongly recommended a particular product (19), and a strong interest in making the loan was conveyed (14). Against this there are areas of consistently poor service: no banks' officers consistently provided a loan application to the tester without being asked, in no case did the officers consistently offer to help the client complete the loan application, at only two banks did the bank officer consistently ask basic questions about the tester's business. No bank's officers consistently tried to make arrangements for a follow-up contact, and cross selling was extremely weak (discussed further below). Low scores in this area are for whether a SME specialist meet with the client, where only 5 banks showed strong service.
Competition
Two broad competition areas are discussed in this section. First we look at requirements for taking out a loan, including documentation, credit checks and the like. We then turn to differences in the loan products offered.
Loan requirements
The first competition area concerns actions by the bank officer that could discourage a client from applying for a loan. In Table 2 we show the results in three areas. The first is whether the tester was told he did not qualify for a loan or that the lender would have to check the firm's credit rating before an application could be taken. In no case was the tester was told that he did not qualify for a loan. Regarding the credit rating, in 6 percent of the cases the bank officer told the tester that an application could not be submitted until after the credit report was obtained. The second part of the table shows the share of bank officers who told the tester that specific information would be required. Lenders may believe it prudent to require documentation for numerous aspects of a business and its operations. But there is certainly a substantial range among lenders in the number of documents required. Lenders requiring fewer items may be exposing themselves to greater risk but they are clearly making it easier for applicants. In the table, below the information on specific items, is the distribution of how many type of documentation were listed by each bank officer. The range is remarkable-from none to seven being discussed. The range obviously reflects a combination of the volume of information offered by a bank officer and the lender's actual policies on documentation and other loan conditions. Still, a potential borrower could easily find a long list of requirements daunting, particularly if another lender's requirements were much less. By the same token, the borrower could be quite disappointed if he felt he had been misled by a bank officer when he is first told that the requirements are simple only to find they are quite complex when he actually applies for the loan. Lastly, no bank officer gave the tester an estimate of the size of the loan for which he would likely qualify. Recall that the tester was fully prepared to provide the information necessary for the bank officer to do this. Hence, the finding indicates a lack of follow-up on the officer's part. 4.2.2 Loan products offered A primary competition indicator is the number of products the bank officer described to the tester. About half the time, a single loan product was described to the tester. In another 35 percent of cases, two products were discussed, and in 10 percent of the tests three products. Offering a single loan product could reflect careful thought by the bank officer to align the product with the tester's needs, or it could mean that the officer is selling what he knows best and is easiest for him. The shopper was instructed to ask about a range of products if they were not volunteered by the bank officer. Hence, the evidence suggests that half the branches did not have many alternative products to offer. The entries in Table 3 illustrate a wide range of products were offered to the tester. The range of interest rate structures is particularly striking, with the structure varying along three dimensions: flat interest calculation versus annuity loans; among annuity loans, those with constant payments and those with declining payments; and, fixed versus variable interest rates. Annuity loans were somewhat more commonly offered as the first product-product "A" in the table--(56 percent versus 44 percent for flat rate loans) and overwhelmingly offered on product B (85 versus 15 percent). Annuity interest rate loans offered generally have variable rates but only a few flat rate loans have variable rates. There is a surprising degree of variation in the interest rates stated to the tester for the same interest rate structure. Among flat rate loans, 15 percent carry rates of 10 percent or less while 15 percent have rates of 30 percent or higher. The spread for annuity loans is tighter, with all rates quoted falling in a 10 to 20 percent range for both products. Some of the greater variation in flat rates may arise from whether rates were quoted in nominal or effective terms. These figures certainly indicate price competition among lenders in the small loan market. (Note 4) There is substantial variation in other loan characteristics. The tester requested a 5-year loan term and 40 percent of the products offered met this request. Surprisingly, 16 percent of the loans offered had terms of only 1-2 years. Given the impact of the loan term on the size of monthly payments with an annuity loan, the shorter-term products were clearly inferior for our borrower. An important question is whether the short term offered reflects bank policy or a lack of responsiveness by the bank officers. There is also wide variation in the amount of collateral bank officers indicated would be needed. The most common value quoted was between Rp. 100 and 150 million for the requested Rp. 92 million loan (62 and 89 percent of products A and B, respectively). But 24 percent of bank officers stated requirements would be under Rp. 100 million for product A. Overall, lenders are "collateral lenders" rather than "project lenders." This borne out by both the high collateral requirements and by the fact that only about 7 percent of bank officers told the shopper that cash flow projections would be required as part of the loan application (Tables 2 and 3 ). It is difficult to picture clearly different loan products based on the kinds of figures presented in Table 3 . To provide greater clarity, Table 4 shows the terms of six specific products discussed with the tester. Each is offered by a different bank. Displayed for three annuity loans and three flat interest rate loans are the interest rate quoted, the loan term (maturity), and collateral the tester was told would be needed. One expects higher interest rates for loans with lower collateral requirements, a fixed versus variable interest rate, and a longer loan term for fixed rate loans. These expectations are generally confirmed in an examination of products. The range on three loan attributes is wide in Table 4 is wide. Interest rates on flat interest rate structure loans vary from 14 to 24 percent; the 24 percent rate loan has the lowest collateral requirement. For annuity loans, the loan term ranges from 2 to 5 years; and, the required collateral goes from Rp. 100 to 160 million, or 109 to 174 percent of the requested loan amount. The highest collateral loan carries the lowest interest rate and the short loan length. The variable interest rate loan carries a lower interest rate than a fixed rate loan of the same five year maturity. The overall picture is one where a borrower could meet his loan preferences with some comparative shopping. Loan processing speed is a real issue for smaller firms. Other studies of SME lending have cited micro and small firms placing high value on very quick service, even loan dispersal on the day of application. The last panel of Table 3 gives the distribution of processing times, after a complete application is submitted. The industry standard appears to be two weeks, with this time named in about half of all cases. Interestingly, however, in nearly a quarter of product A cases, times of 0-5 days were offered; and in another quarter of the cases 6-10 days. Again, borrowers have genuine opportunity to tailor a loan package to match their preferences.
Cross Selling
An important tool for a lender to expand business is by deepening its relationship with clients through inducing clients to use more of its products. Our figures indicate that the lenders tested are doing a poor job in this area. Only 24 percent of bank officers made a serious try to interest the tester in another product, i.e., to cross-sell; and only 10 percent made a strong effort to cross-sell two or more products (last rows in Table 1 ). The form completed by the tester after his visit to a lender asked him to distinguish between cases where another product was mentioned or talked about and those where the bank officer made a strong effort to interest him in a product. Savings accounts were the product most often discussed, but even then only 21 percent of officers talked about it and 16 percent really tried to interest the tester. The parallel figures for credit cards, the second most-often discussed product, are 12 and 8 percent, respectively. The lack of cross-selling is driven home by the following figures. At the lender level, in half the cases there was no attempt at cross selling at the two branches. Among bank officers, more than 70 percent made no attempt to cross sell.
Conclusions
We stated earlier that drawing firm conclusions is difficult in this case because of the absence of accepted benchmarks against which we can compare the experience documented for Indonesia through 'mystery shopping.' Nevertheless, some statements seem warranted. First we state conclusions for each of the three areas examined-service quality, competition, and cross-selling. Then a couple of broader points are made. While there are some bright spots, there is generally room for improvement in service quality. Many improvements could be very easily accomplished, like meeting in a private space, handing out brochures and business cards. These are already standard practice by most branches but should be done by all. They are generally not specific to SME customers and require very little time and effort to fix. Other possible improvements are more difficult to make, such as having SME specialists on hand, but would measurably increase the ability of banks to cater to SME's specifically. Regarding the degree of competition, there was substantial variation across banks in terms of products offered and loan requirements, but very little variation within a bank branch, i.e., most banks offered just one product to the customer. SMEs in principle have a wide range of products available to them, but they must do their research by visiting or otherwise researching offerings of many banks before they can get a clear picture of possible offers available. This requires time and effort that is in addition to the time it takes wait for a loan to be disbursed. This might lead SME owners to borrow from small informal institutions that can provide very quick service. One response by lenders could be offering more products at each branch to save clients time. Very little cross-selling is done, indicating a real opportunity for improvements in service. When banks offered a loan to our customer, they often did not offer information on possible alternative loans. Similarly, they did not offer information on alternative products. These appear to be part of a pattern: either bank officers do not think it is worthwhile to provide small business customers with good service and tailored products, or they are offering bad service in general. Mystery shopping in Jakarta yielded valuable insights for bank managers concerned with the quality of service being provided by their staff. The evidence reviewed here demonstrates that the technique can be employed to assess service offered to small firms and that it may well be advisable for banks seeking to service this market to undertake such performance audits.loan amount. Insurance charges depend on the age of the borrower and the quality of the collateral and could not be readily determined. b. "Strong service" indicates that in both tests the findings were consistent with good practice as defined herein; "poor service" indicates findings were consistently out of line with good practice.
c. "Strong service" means time waiting was less than the median value for all interviews.
d. "Strong service" means time with bank staff was greater than the median time for all interviews.
e. Not applicable. Supplier List 7% 27
None were discussed 0 52
Loan value
Client was told the loan value for which he would qualify 0 49 
